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In his book A Day in the Life: The Music and Artistry of the Beatles, Mark 
Hertsgaard writes:

Artistic greatness depends not only on aesthetic excellence but also 
on personal style; there must be something in the art that makes it 
unique to the artist who created it.

(Dell Publishing, 1995, p. 163)

One might think that an author writing about such dry and dispassion-
ate subjects as banking and finance may struggle to stamp an immediately 
identifiable and unique imprint on their work, so uniform and plain is the 
field on which the work is based. But that would be inaccurate: finance, 
and banking, are much closer to art than science than is generally recog-
nised, and so in theory at least, the artist in this space has an opportunity 
to create timeless, or at least memorable, work. Very few issues, and fewer 
problems, in banking have only one solution to them. There is no “one size 
fits all” framework, and an approach or business model that works well in 
one bank may struggle to deliver adequately in another bank. Look closely 
at any group of firms in question and there is, if not infinite, certainly con-
siderable variety.

So from this author’s perspective, finance and banking are not precise 
sciences. In fact, I would question whether banking is a science at all. There 
is always more than one feasible solution to practically every problem that 
arises when running a bank (or working in a bank – many problems one 
encounters get nowhere near the executive committee, let alone the Board). 
As my good friend from the City, Colin Johnson, says: “Every day is a school 
day.” One is always learning in finance.

But if one is always learning (or should be), how to do that if indeed 
finance is more art than science? Easy: as with any art, through continuous 
application and practice, thereby building a capacity to apply good judge-
ment. So much in finance is all about expectations based on assumptions, 
despite what the financial market “quants” would tell you. That this is not 
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known universally is itself worrying, with some bankers the world over  
convinced that the stated gross redemption yield of a bond purchased in the 
secondary market is indeed what they will actually receive for holding it. 
The valuation of equities and bonds, the calculation of default probability, 
the expected life of a loan, the recovery rate of a defaulted loan, the amount 
of customer deposits that might leave the bank during a “stress event”, the 
risk weighting of an asset used to determine its regulatory capital require-
ment, the expected credit loss on a loan. . . the values for these are all so 
much estimation based on assumptions. Which person in their right mind, 
trying to do the right thing for everyone, would wish to attempt precision 
on such a foundation?

But in order to be able to execute transactions, so as to enable lending 
and deposit taking to take place, both of which activities are absolutely vital 
for development of the economy, we do need to make decisions that are 
indeed based on estimations and approximations. That’s where the good 
judgement bit comes in; good judgement, and an ability to adapt quickly 
so as to continue making decisions based on sound principles when market 
conditions take a turn for the worse.

Economic development is ultimately what this is all about, because 
without banks performing their vital roles as secure stores of money, matu-
rity transformation specialists and providers of funding to those involved in 
generating value-added economic output, global social development would 
take place at a much slower pace. We would all be much worse off, econom-
ically as well as socially, without the work undertaken by banks. Of course 
while it is almost unarguable to state the importance of banks and the good 
they do for society, all practitioners should know that it is also unarguable 
to state that the work undertaken by banks must reflect sound risk manage-
ment principles as well as scrupulous ethics and good intentions.

When this book was first published in 2012, I had a simple ambition 
for it: that at least one copy should end up in the Boardroom of every bank 
in the world. Simple, but perhaps slightly unrealistic. My ambition for this 
second edition is, I think, more focused and hopefully therefore significantly 
more realistic: that the reader digests its content and concludes with the 
words, “Well, there’s food for thought!” Because there is always more than 
one way to approach every issue described in this book. My views are just 
that, my views. They may not accord with yours, and that is fine – that’s 
what makes a market. That said, I will always provide rationale explaining 
my view, grounded in logic and based on experience gained across different 
banks. There is no specific dogma in this book (with the exception of the 
last sentence in this Preface!). Everything is open to debate and challenge. 
Markets are dynamic and the environment is constantly changing. Adapt-
ability and an ability to respond quickly and effectively to events, whilst still 
retaining the long-term view, is the key to maintaining success in banking.
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A textbook, as opposed to a work of fiction, is always at risk of being 
overtaken by events. Ten years after the publication of the first edition 
of this book, in certain segments the banking industry looks very differ-
ent compared to what it did in the first decade of this century – different 
enough to warrant a second edition. But in other areas the discipline and 
art of banking remain unchanged, not just from the last decade but from 
the last century, and the century before that. The challenge for practitioners 
is to adapt to the new whilst retaining the still-relevant and common sense 
principles of the old.

And so to this second edition. What has changed in the last ten years 
to warrant the time (and for the reader, the expense) required for a sec-
ond edition? In one sense, nothing at all. Employees of Banca Monte dei 
Paschi di Siena S.p.A during the 15th century or of Berenberg Bank in the 
16th century would recognise some, indeed many, of the aspects of banking 
described herein. But in another respect, the very application of banking 
business, and the activities that banks undertake, has changed significantly 
since the publication of the first edition. Of course, that does not mean that 
all banks are doing new things in exciting new digital ways, or old things 
differently. Some banks around the world (and I have personal experience 
of one or two of them) might be described as living dinosaurs, so much has 
their culture and modus operandi remained as it was in the 1970s. That such 
banks still manage to retain customers in the 21st century is itself telling: 
banking is not necessarily a difficult industry in which to thrive. The very 
word “bank” in a company’s name extracts a kind of monopoly rent, imply-
ing almost by definition a safe store for customers’ deposits and an entity 
that can handle customers’ payment requirements. And that’s before we 
even mention lending! In other words, in many countries around the world 
it is possible to remain a viable business whilst not necessarily modernising 
like some other banks have done or new banks are doing. But perhaps not 
for much longer?

Because that said, a significant number of banks, old and new ones, are 
doing new things and/or old things differently, compared to just a decade 
ago. And the level of regulation, already on an intensive level back then, 
has increased to such a pitch of intensity that one might call it intrusive. 
Certainly senior executives in banks spend more time addressing regulatory 
compliance issues than they do on any other area of their responsibility.

So all these factors suggest the need for a second edition.
But there is only so much one can address in a textbook. Ultimately, 

everyone involved in banking should, I would argue, always take decisions 
based on what the impact will be for the community, and society, as a whole. 
The role of banks in a country’s economy is too important for there not to 
be this wider focus from a bank’s Board and its executives. Whether mov-
ing to a digital customer interface, closing a branch in a town with no other 
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bank branches, introducing a new type of financial markets product, con-
centrating on form over substance, treating customer service as just one 
more statement of platitude, or indeed making and implementing any deci-
sion in a bank, one should always ask, “How is this going to impact the 
customer, the community, and society as a whole?”

That decision should be made from the perspective of all of a bank’s 
stakeholders, that is, its shareholders, its employees, its regulators. .  . and 
its customers.

Or, put another way, “Do good work.”

PA P E R B A C K  F O R M AT

The first edition of this book was published in hardback, as indeed have 
been all of the author’s books for Wiley Finance.

This second edition has been published in paperback (as well as the 
usual e-book format). The author’s objective has always been, and remains, 
for his books to be kept within arm’s reach and used continuously as ready 
reference texts for practitioners. This objective is more easily achieved with 
a paperback book than a hardback book, hence the change in format.

Writing this book has been an interesting and very absorbing experi-
ence, and as I have always noted when writing about banking and finance, 
the work could have continued indefinitely. There is always something extra 
to write about, something new or some alternative way of describing things. 
To distil all the relevant subjects into a manageable length, capable of being 
condensed into a single volume, invariably involves an element of selection, 
in spite of the frustration that leaving otherwise important facts out may 
cause one. But the end result has been a second edition that is shorter, not 
longer, than the first edition. Nonetheless, I hope it still addresses the most 
important topics in banking. Ideally the contents will remain current, in 
large part, for many years to come, irrespective of whatever happens in the 
banking industry.

One of the main differences between this second edition and the first 
edition is that lower level technical detail, which was for many topics cov-
ered in some detail in the first edition, has been dropped or relegated to the 
book’s website in the second edition. This is so that we can focus on higher 
level principles. The technical detail always needs a separate book in its own 
right – each chapter subject in this second edition is worthy of a book itself!

Readers who tackle the text from start to finish will forgive some occa-
sional slight repetition of information. This has arisen because of the desire 
to have self-contained chapters, and to assist those who look up specific 
individual chapters for reference purposes.
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As always, the aim is to remain accessible and practical throughout; we 
hope this has been achieved. Comments on the text are most welcome and 
should be sent to the author, care of John Wiley & Sons (Asia) Pte. Ltd.

L AY O U T  O F   T H E  B O O K

The book is set out in six parts as follows:

Part I Banking, bank customer business and regulation
Part II Bank asset–liability management
Part III Bank liquidity risk management
Part IV Bank strategy and governance
Part V Principles of risk management and regulation
Part VI Guide to the companion website

Highlights of this second edition include:

■■ an update on regulatory requirements;
■■ a template risk management framework incorporating risk appetite 
framework and sample risk appetite statement;

■■ description of the capital adequacy, liquidity adequacy and recovery 
planning process regulatory submissions;

■■ addressing developments in finance that will impact principles of bank-
ing, including sustainable banking and climate change risk management;

■■ real-world case study issues to demonstrate analysis and problem solving;
■■ a review of a textbook published in 1890, demonstrating that the core 
principles of banking are indeed timeless.

A review of the first edition showed that much of its content was still 
current and still relevant; only in the detail had certain areas required updat-
ing. Hence this book should be read in conjunction with an ongoing review 
of policy statements and guidelines issued, on a constant basis, by bodies 
including the Basel Committee, the European Banking Authority and your 
national banking supervision authority.

C O M PA N I O N  W E B S I T E

Chapter 25 contains full details of the companion website to this book. The 
website holds policy templates, spreadsheet models and PowerPoint teaching 
aids, as well as further technical details on the subjects discussed in the book.

Details on how to access the website are given at page 763.
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Afterword

There is no need to change too much of the text that appeared in the After-
word of the first edition. It remains current, as indeed it would be had it 

been written 100 years earlier.
In 2012 I wrote:

The profession of banking is an honourable one. To be given a 
responsibility at any level of a banking institution is to be entrusted 
with a valuable part of society’s well-being. Bankers should never 
let this thought stray far from their minds.

Sound judgement requires knowledge and experience, of the right kind, 
if it is to be exercised during both good and bad economic times. This is not 
always a core belief of those in senior management. In his book Bounce: The 
Myth of Talent and the Power of Practice (London: Fourth Estate 2010), 
Matthew Syed noted that:

For years, knowledge was considered relatively unimportant in 
decision-making . . . This was the presumption of top business 
schools. They believed they could churn out excellent managers 
who could be parachuted into virtually any organisation and trans-
form it through superior reasoning . . . Experience was irrelevant, it 
was said, so long as you possessed a brilliant mind and the ability 
to wield the power of logic to solve problems.

This is nonsense . . . successful decision-making in any situation 
characterised by complexity – whether in sport, business or wher-
ever – is propelled not by innate ability but by the kind of knowl-
edge that can only be built up through deep experience.

An understanding of the core principles of banking, acquired over time, 
is an essential prerequisite of successful banking.
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The risk management principles we have discussed in this book are 
identical whichever way one looks at them: be it from a shareholder-value 
perspective, hedging or fair-value perspective, regulatory requirement per-
spective or societal well-being perspective. It is important for bank manage-
ment to incorporate them into their strategy and practice, even if they think 
that other banks are ignoring them.

These words remain relevant in 2022, and I daresay will be in 2032 or 
2122. But what I have learned since the first edition was published is this: 
it is easy, very easy, to write these things in a Word or PowerPoint file. It 
is even easier to say them, and easier still to stand up and present them to 
an audience, because no-one will disagree with you. The challenge lies in 
actually doing them. Making them happen. Making them reality. That is 
the problem that bank managers face – how to make real, in practice and 
in their day-to-day business, what is written down in policy statements and 
governance frameworks.

We should remember that in the years leading up to 2008 it was not 
exactly as if banks operated in some kind of lawless “Wild West” environ-
ment, without governance frameworks, regulatory rules, Board Audit and 
Risk Committees, ALCO committees, risk appetite statements, chief risk 
officers, risk exposure limits, 3rd line of defence and the like. They had all 
of these things. That didn’t stop one or two of them from going bust. And 
yet still, years after the bank crash, in 2021 one or two banks found that 
their approach to managing risk exposure to counterparties such as Green-
sill Capital and Archego was still inadequate. This after more than ten years 
of onerous, prescriptive, and all-encompassing regulatory supervision, more 
than ten years after the introduction of “Basel III” guidelines, over ten years 
of ICAAPs and ILAAPs, ten years of SREP visits, countless periodic sum-
mary supervision meetings, Internal Audit reviews and recommendations, 
“Big 4” consultant reviews and recommendations, conference seminars, and 
so on and on and on.

The challenge isn’t in formulating a fit-for-purpose governance struc-
ture and risk management framework – that’s the easy bit. The challenge lies 
in actually doing it, making it happen, making it real. That isn’t necessarily 
something that one can learn from a book. And I’m not entirely convinced 
it is something that can be taught anyway, no matter how many “continu-
ing professional development” (CPD) hours one puts in every year, or how 
many consultants one pays to come in and provide not inexpensive advice. 
It comes from individual character and ethics. Character and ethics would 
appear, to me, to come from somewhere else. The vast majority of those 
employed in banking demonstrate sound ethical principles and technical 
understanding. But, as in any profession, there are always some exceptions. 
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And when those exceptions rise to positions of senior executive authority, 
the results can be unfortunate. The tens of billions in fines levied by bank 
regulatory authorities since 2008 for one bad practice or another are ample 
testament to this.

In conclusion, I think all one can do is reiterate what I have been fond 
of saying for many years:

The first principle of good banking is to have principles.
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